UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Alliance Companies, et al. ) Docket No. EL02-65-003,
) -004, -005
Ameren Services Company ) Docket No. EL02-65-006

COMMENTS OF THE
ILLINOIS COMMERCE COMMISSION

Pursuant to Rule 211 of the Commission’s Rules of Practice and Procedure, 18 C.F.R. §
385.211, the Illinois Commerce Commission (“ICC”) hereby submits comments in the above-
captioned proceedings in response to separate filings submitted on May 28 by Ameren Services
Company (“Ameren”), American Electric Power Company (“AEP”), Commonwealth Edison
Company (“ComEd”), Dayton Power & Light Company (“DP&L”), First Energy Corporation
(“First Energy”), Illinois Power Company (“IP”), and Northern Indiana Public Service Company

(“NIPSCo0”), (collectively “Alliance Companies”).

I. BACKGROUND
On April 25, 2002, the Commission issued an order in Docket No. EL02-65-000
addressing a request for declaratory order by the Alliance Companies and National Grid USA

(“National Grid”). The request for declaratory order sought Commission guidance regarding,



among other things, the allocation of RTO functions between a regional transmission
organization (“RTO”) and an independent transmission company (“ITC”) operating in tandem.
The order directed the Alliance Companies to make a compliance filing detailing which RTO
they intend to join, either collectively or as individuals, by May 28, 2002.'

On May 28, 2002, each of the Alliance Companies submitted a separate filing to comply
with the Commission’s April 25 order. Ameren, First Energy and NIPSCo indicated that they
intend to commit their transmission systems to the Midwest ISO, either as an individual
transmission owner or part of an ITC. Conversely, AEP, ComEd, DP&L and IP intend to
commit to PJM, either as an individual transmission owner or as part of an ITC.

The Commission issued separate notices of the Alliance Companies’ compliance filings
on June 7 (with the exception of IP, NIPSCo, and DP&L whose filings were not noticed at the

time of this ICC filing), setting June 18 as the deadline for comments.

II. POSITION AND RECOMMENDATION

The current record in this case does not support a definitive conclusion regarding that
proposed RTO configuration will serve the public interest in the Midwest. The ICC believes that
the voluntary individual RTO participation decisions of the transmission-owning utilities in the
Midwest have produced sub-optimal RTO configuration outcomes for both the Midwest ISO and
PJM. On the other hand, the prospect of PJM expanding into the Midwest raises some potential
opportunities and might bring some positive benefits to the Midwest earlier than otherwise might
be possible under the Midwest ISO. Therefore, the ICC requests additional safeguards to ensure

that the RTO configuration in the Midwest will protect the public interest.

! Alliance Companies, et al., 99 FERC 9 61,105 (2002), mimeo at 46, (hereinafter, “April 25 Order”).



The Alliance Companies’ May 28 proposals would result in the Midwest electric
transmission grid being divided between the Midwest ISO and PJM. Such an arrangement, if
allowed by the Commission, could have significant negative effects on the development of both
a competitive power market and transmission system operations in the Midwest. It will produce
a sub-optimal RTO configuration that could well fail to achieve the public benefits that the
Commission hoped to achieve through its RTO initiative. Moreover, the ICC is concerned that
corporate holding company interests, rather than public utility interests or the public interest,
may be driving voluntary RTO participation decisions.

Nevertheless, the prospect of PJM expanding into the Midwest does have some positive
aspects. For example: (1) PJM is a more mature organization than the Midwest ISO and PJIM
has several years’ experience successfully operating power markets; and (2) PJM may have a
more concentrated focus on the concerns of retail access states (such as Illinois) because of the
greater predominance of retail access programs in PJM’s area.

Under these circumstances, the Commission must assert its authority to ensure that RTO
configuration in the Midwest region will support the public interest. Proper RTO configuration
cannot be accomplished merely by examining the RTO participation decisions of one or two of
the Alliance Companies. Proper RTO configuration cannot be realized until the Commission
examines the Midwest region as a whole and considers the associated market and system
operations concerns.

The ICC recommends that the Commission immediately initiate a comprehensive
investigation to discern the optimal location for RTO boundaries within the Eastern
Interconnection. The initial focus of this investigation should be on the entire Midwest region

and should encompass both economic and engineering aspects of optimal RTO configuration in a



manner to best achieve the Commission’s goals set forth in Order No. 2000 to promote
efficiency in wholesale electricity markets and to ensure that electricity consumers pay the
lowest price possible for reliable service.> While far too much RTO development time and
money has already been wasted in the Midwest pursuing voluntary RTO development (and the
ICC wishes to see no further delay), six months invested in a purposeful study to discern proper
RTO boundaries will be time well spent. After receiving the study report from the investigators,
the Commission should act on the findings, in consultation with State Commissions, to direct
RTO participation to obtain rational RTO boundaries. The ICC stands ready to assist in this
endeavor so that proper RTO configuration in the Midwest can be accomplished in the most
expeditious and efficient manner possible.
II1. DISCUSSION
A. Potential negative effects of the Alliance Companies’ May 28 proposals
1. The Alliance Companies’ proposed RTO membership configuration would
create a seam that could negatively affect the competitiveness of the Midwest
electricity market
The Midwest region constitutes a natural market area for trading electricity. The Alliance

Companies have both highly interconnected transmission systems and a long history of trading
power among themselves. The same is true for the relationships between most of the Alliance
Companies and many of the existing Midwest ISO companies. For example, Ameren is highly
interconnected with both ComEd and IP. Also, First Energy has strong interconnections with

AEP, and AEP is strongly interconnected with existing Midwest ISO members, including

Cinergy. Considerable amounts of power are traded between these Midwest companies.

2 Regional Transmission Organizations, Order No. 2000, 89 FERC 4 61,285 (1999) (hereinafter, “Order No. 2000”),
mimeo at 1.



Accordingly, the ICC is concerned that Commission approval of the Alliance Companies’
current RTO participation proposals would result in the creation of a problematic seam directly
through the heart of the Midwest electric market. The resulting seam would be intertwined
between the Midwest ISO and PJM and could have a negative effect on the continued
development of a wholesale power market in the Midwest. Such a seam could result in higher
power costs due to inefficient dispatch, higher transaction costs due to the preservation of a rate
pancake, reduced competition in generation services, and the increased potential for market
power abuse.

The Commission acknowledged the importance of minimizing seams in Order 2000
when it determined that an RTO’s boundary should encompass a highly interconnected portion
of the grid, seamless trading areas and historical trading patterns.” Given: (1) the highly
interconnected nature of the Alliance Companies’ transmission systems; (2) the high degree of
interconnection between the Alliance Companies and many of the existing MISO companies;
and (3) the long trading history among the Midwest companies, the current RTO participation
proposals fail to satisfy the aforementioned Commission configuration principles. If the
Commission is to realize its RTO goals while allowing two RTOs to operate in the Midwest
region, then the effects of the seam that would exist between PJM and the Midwest ISO will
have to be minimized to the same standard as if the seam did not exist.

The ICC acknowledges that the Commission has expressed a willingness to consider
contract or coordination agreements as mechanisms to allow parties to comply with the Order
2000 RTO scope and configuration requirement.* The intent of that requirement is to foster the

creation of seamless super-regional trading areas. However, as the Commission is well aware,

3 FERC Statutes and Regulations 431,089 at 31,084-31,085 (1999).
*1d., at 31,083.



the Midwest has had an unsatisfactory experience with such inter-regional cooperative
agreements (“IRCA”) as demonstrated by the IRCA between the Midwest ISO and the Alliance
Companies that was ultimately rejected by the Commission in its order issued on December 20,
2001. Given this negative experience, the ICC is skeptical about the likelihood of a second
attempt at a cooperation approach successfully resolving the problems that the seams between
PJM and the Midwest ISO create within the Midwest market.

2. The Alliance Companies’ proposed RTO membership configuration would
create a seam that could negatively affect efficient and reliable operations of
the Midwest electricity market.

One of the primary objectives of the Commission’s RTO initiative is to improve
coordinated transmission system operations so as to increase both system efficiency and
reliability. Two aspects of improved system operations include an RTO’s ability to both
internalize parallel path flows and to redispatch system generation to protect reliable delivery of
electricity. To optimally perform these system operations responsibilities, an RTO needs to have
a rational configuration.

The Commission recognized the impact that parallel path flows have on electricity
markets in Order 2000. The Commission stated that creation of large RTOs that can internalize
most, if not all, of the effects of parallel path flow problems through their scheduling and pricing
actions, which will remove a significant impediment to the promotion of efficient competition in
generation markets.” Accordingly, the Commission specified that an RTO should develop and
implement procedures to address parallel path flow issues within its region and with other

regions.’

5 Order No. 2000, at 31,129.
1d



The Commission also concluded that an RTO must have the authority to order redispatch
of any generator connected to the transmission facilities that it operates to ensure reliability.
Specifically, the RTO should have authority to order redispatch of generators to prevent or
manage situations such as abnormal system conditions that require immediate action to prevent
or limit equipment damage or the loss of facilities or supply that could adversely affect the
reliability of the transmission system.” Under the current Alliance Companies’ proposals, PTM
would stretch in a thin line from the east coast to the western border of Illinois. Similarly, the
Midwest ISO would be composed of distant operating regions, that are at best, weakly
electrically interconnected. Under these circumstances, both the Midwest ISO and PJM would
be poorly configured RTOs. With such poor geographic configuration, the Midwest ISO and
PJM would have fewer viable redispatch opportunities available to each RTO to fulfill their
aforementioned operational obligations. For example, it is more likely for a nearby generator to
be the best candidate for redispatch to relieve a transmission congestion problem arising in
Illinois. However, under the two-RTO model, not all nearby generators will be available to the
same RTO for redispatch.

As stated above, transmission systems in the Midwest are highly interconnected and have
long trading histories. Given that AEP, ComEd, DP&L and IP intend to commit their
transmission systems to PJM and that Ameren, First Energy and NIPSCo intend to join the
Midwest ISO, the resulting geographic footprints of the Midwest ISO and PJM will become
intertwined and strung out over a broad geography. As a result, the ICC is concerned that neither
the Midwest ISO nor PJM will be able to properly internalize parallel path flows or efficiently

order dispatch and redispatch of generators to ensure the reliability of the transmission systems

"Id., at 31,104.



that are under their control. The Commission should not accept the Alliance Companies’ RTO
participation proposals until these operational concerns can be resolved.

3. RTO configuration should not be driven by the corporate holding companies’
optimizing decisions- rather it should be driven by both the public utility
operating companies’ customer interests and the public interest

Several of the Alliance Companies, in particular, ComEd, IP and AEP, have significant
generation and marketing interests either situated internal to the company or in affiliates. The
ICC is concerned that the Alliance Companies’ RTO participation decisions may have been
driven by these corporate generation and marketing interests, rather than the best interest of the
utility operating companies’ customers. Specifically, the ICC is concerned that the RTO
participation decisions for ComEd and IP, for example, are being made with the intent to
optimize Exelon and Dynegy’s corporate interests rather than the interests of ComEd and IP’s
customers.

For example, the Midwest ISO operating companies generally have lower-cost generation
than that which is currently available in PJM.® By directing the ComEd and IP operating
companies to join PJM, both Exelon and Dynegy will have simultaneously removed a barrier to
selling power to the markets in the east while shielding their generation affiliates from competing
generators in the Midwest ISO and farther west by establishing a seam on their western flank.
Being on the east side of the seam not only shields Exelon and Dynegy’s affiliates from
competing generators in the west with respect to supplying load in Illinois, but also provides

their affiliates with easier access to the east where higher-cost generators are located (and

therefore, higher priced markets). The ICC is concerned that such an arrangement could result in

8 See, Energy Information Administration, Table 53. Estimated U.S. Electric Utility Average Revenue per Kilowatt-
hour to Ultimate Consumers by Sector, Census Division, and State, December 2001 and 2000. See also, Economic
Assessment of RTO Policy, Table 3.6 and Figure 3.1 (February, 2002)



increased energy prices for ComEd and IP’s retail customers. The Commission should not
accept the Alliance Companies’ RTO proposals until this concern is satisfactorily addressed.
B. Potential positive aspects of the Alliance Companies’ May 28 proposals

1. PJM is a more mature organization than the Midwest ISO and an
experienced market operator

While the ICC requests appropriate safeguards discussed above, it also recognizes the
potential positive aspects of the proposals. Compared to the Midwest ISO, PJM is a more mature
organization with real experience in operating power markets. In particular, PJM has
functioning real-time and day-ahead markets that facilitate liquidity, congestion management and
market power mitigation measures. To date, the Midwest ISO does not operate any of these
markets. The ICC believes that early, coherent wholesale market operation may benefit
electricity consumers in Illinois.

2. PJM may have a more concentrated focus on the concerns of states with
retail access programs

PJM’s footprint covers numerous states such as Pennsylvania and parts of Ohio that,
similar to Illinois, are currently implementing retail access programs. A history of cooperation
with State Commissions and other programs designed to facilitate retail access programs will
help foster an environment conducive to retail programs for states that are either currently
involved in a retail program or those that are considering implementing a retail access program.
On the other hand, the Midwest ISO covers significant territory in states that have not yet moved
to retail access and are not likely to do so for a long time. Accordingly, the Midwest ISO’s
attention may not be as finely attuned to the concerns of states with retail access programs (such

as Illinois) as PJM might be.



IV. CONCLUSION

The current record in this case does not provide adequate support to make definitive
conclusions about precisely how to serve the public interest in the Midwest with respect to RTO
configuration. However, the recent voluntary individual RTO participation decisions of the
transmission-owning utilities in the Midwest have produced sub-optimal RTO configuration
outcomes for both the Midwest ISO and PJM. In particular, the resulting RTO configuration
outcomes threaten the development of efficient power markets and efficient and reliable
transmission system operations in the Midwest. On the other hand, the prospect of PIM
expanding into the Midwest raises some potential opportunities and may bring some positive
benefits to the Midwest earlier than otherwise might be possible.

Under these circumstances, the Commission must assert its authority to ensure that RTO
configuration in the Midwest region will support the public interest. Proper RTO configuration
cannot be accomplished merely by examining the RTO participation decisions of one or two of
the Alliance Companies. Rather, the Midwest region must be examined, as a whole, taking into
consideration both market and system operations concerns, before proper RTO configuration can
be realized.

The ICC recommends that the Commission immediately initiate its own investigation to
discern the optimal location for RTO boundaries in the Midwest region. After receiving the

study report from the investigators, the Commission should act on the findings to direct RTO

10



participation to obtain rational RTO boundaries. The ICC is prepared to assist the Commission

in this endeavor.

Dated: June 18, 2002
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Respectfully submitted,

/s/ Christine F. Ericson

Myra Karegianes
General Counsel and
Special Assistant Attorney General

Christine F. Ericson
Deputy Solicitor General

Illinois Commerce Commission
160 N. LaSalle St., Suite C-800
Chicago, IL 60601

(312) 814-3706



CERTIFICATE OF SERVICE

I hereby certify that I caused copies of the foregoing document of the Illinois Commerce
Commission to be served this day upon each person designated on the official service list compiled
by the Secretary in this proceeding, a copy of which is attached, in accordance with the

requirements of Rule 2010 of the Commission's Rules of Practice and Procedure.

Dated at Chicago, Illinois, this 18th day of June, 2002.

/s/ Christine F. Ericson

Christine F. Ericson
Deputy Solicitor General
Illinois Commerce Commission
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409 S17TH ST

409 S 17TH ST STE 500
OMAHA, NE 68102-2609

JAMES N HORWOOD ESQUIRE
SPIEGEL & MCDIARMID

1350 NEW YORK AVE NW STE 1100
WASHINGTON, DC 20005-4710

JAMES STEFFES

UBS AG

PO BOX 1188

HOUSTON , TX 77251-1188

JAMES R KELLER

DIRECTOR

WISCONSIN ELECTRIC POWER COMPANY
PO BOX 2046

MILWAUKEE , WI 53201-2046

EXCETRAL K CALDWELL

SENIOR ATTORNEY

THE WILLIAMS COMPANIES, INC.

SUITE 4100, MS 41-3 - 1 WILLIAMS CTR
TULSA, OK 74172-0140
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MARTY BLAKE

THE PRIME GROUP, L.L.C.
PO BOX 7469

LOUISVILLE , KY 40257-0469

HAROLD L HADLAND

NEBRASKA PUBLIC POWER DISTRICT
1414 15TH ST

COLUMBUS, NE 68601-5226

KENNETH G JAFFE ESQUIRE

SWIDLER BERLIN SHEREFF FRIEDMAN , LLP
3000 K ST NW

SUITE 300

WASHINGTON, DC 20007-5109

KENT M RAGSDALE MANAGING ATTORNEY
ALLIANT ENERGY CORPORATE SERVICES, INC.
PO BOX 351

CEDAR RAPIDS, IA 52406-0351

SUZAN M STEWART

MANAGING SENIOR ATTORNEY
MIDAMERICAN ENERGY COMPANY
PO BOX 778

SIOUX CITY, IA 51102-0778

THOMAS L CUBBAGE
COVINGTON & BURLING

1201 PENNSYLVANIA AVE NW
WASHINGTON, DC 20004-2401

RICK COONS

SR.VICE PRESIDENT

WABASH VALLEY POWER ASSOCIATION, INC.
PO BOX 24700

INDIANAPOLIS , IN 46224-0700

RICHARD C KREUL VICE PRESIDENT
UTILICORP UNITED INC.

PO BOX 11739

KANSAS CITY , MO 64138-0239

CHRISTINE C RYAN

BRICKFIELD, BURCHETTE, RITTS & STONE, PC
8TH FLOOR, WEST TOWER

1025 THOMAS JEFFERSON ST NW
WASHINGTON, DC 20007-5201



ARTHUR W ILER
ESQUIRE

WISCONSIN ELECTRIC POWER COMPANY

231 WEST MICHIGAN STREET
MILWAUKEE , W1 53290-0001

STEPHEN J VIDETO
GENERAL COUNSEL

WOLVERINE POWER SUPPLY COOPERATIVE, INC.

10125 W WATERGATE RD
CADILLAC , MI 49601-8458

DAVID B HENNEN

AMEREN SERVICES COMPANY
PO BOX 66149

SAINT LOUIS, MO 63166-6149

JAMES P JOHNSON

XCEL ENERGY SERVICES INC.
800 NICOLLET MALL STE 2900
SUITE 2900

MINNEAPOLIS, MN 55402-2024

CHRISTINE F. ERICSON

MYRA KAREGIANES

GENERAL COUNSEL

ILLINOIS COMMERCE COMMISSION
160 N LASALLE ST STE C800
CHICAGO, IL 60601-3113

GARY D BACHMAN ESQUIRE
VAN NESS FELDMAN P.C.

1050 THOMAS JEFFERSON ST NW
WASHINGTON, DC 20007-3837

DAVID A. VOGES

MICHIGAN PUBLIC SERVICE COMMISSION
6545 MERCANTILE WAY STE 15

LANSING , MI 48911-5984

EDWARD N RIZER

DAYTON POWER AND LIGHT COMPANY, THE
PO BOX 1819

DAYTON, OH 45401-1819

MIKE MOONEY

HOOSIER ENERGY RURAL ELECTRIC COOP. INC.

PO BOX 908
BLOOMINGTON, IN 47402-0908

RANDY RISMILLER

ILLINOIS COMMERCE COMMISSION
527 EAST CAPITOL AVENUE
SPRINGFIELD, IL 62701
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WHITFIELD A RUSSELL
WHITFIELD RUSSELL ASSOCIATES
SUITE 850

1225 EYE STNW

WASHINGTON, DC 20005-3914

STEVEN A WEISS

MIDAMERICAN ENERGY COMPANY
PO BOX 657

DES MOINES, IA 50303-0657

STEVEN L GAARDE

DIRECTOR

CONSUMERS ENERGY COMPANY
212 W MICHIGAN AVE RM H-440A
JACKSON , MI 49201-2236

ROBERT A.W. STRONG
CLARKHILLP.L.C.

2558 OLD WOODWARD AVE FL 3
BIRMINGHAM, MI 48009-6182
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